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Abstract
This study investigates the internal and external strategic choices that telecommunications ﬁrms, operating in a dynamic
network environment, make to adapt to changes and to respond quickly in order to create or to sustain their competitive
advantage. In particular, in the European telecommunications industry incumbent ﬁrms have faced important challenges
from new technologies, liberalization and the convergence of markets. The leading European telecommunications
companies initially focused on new markets and new businesses, emphasizing their plans to become major players in
relevant markets. However, after the telecommunications euphoria companies were more restrained due to their huge
burden of debt and their market value. Through refocusing or restructuring, these companies have tried to streamline their
businesses in order to restore their value and to improve their competitiveness. Insight into the speciﬁc strategic actions of
traditional telecommunications companies in Europe to the recent developments in the industry is provided from the
analysis of three leading traditional telecommunications companies: BT, Deutsche Telekom and KPN.
r 2007 Elsevier Ltd. All rights reserved.
Keywords: Privatization; Liberalization; Telecommunications euphoria; Europe; Incumbents; Strategic focus
1. Introduction
For decades the European telecommunications industry was characterized as a relatively stable
environment, which encouraged ﬁrms to develop a ﬁxed set of routines in order to deal with their relatively
placid surroundings. However, due to deregulation, technological innovation and the convergence of
information, communications, and media markets, the European telecommunications industry has become a
much more turbulent environment. Consequently, the industry is now part of a worldwide, integrated
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1Tel.: +31433883823; fax: +31433884893.communications system in which voice, data, and video are transmitted and transformed over integrated wire
and wireless networks connected by network and customer devices (Chan-Olmsted & Jamison, 2001). Due to
these developments, the routinized behaviour and existing capabilities and resources of European incumbent
companies, in particular the historically state-owned companies, were no longer equipped to deal with the new
demands and requirements. Consequently, these European companies tried to develop new capabilities and to
exploit their ﬁrst mover advantage by innovating at a higher pace, sourcing new capabilities from external
partners, trying to increase buyer switching costs, and expanding across national boundaries to create or
sustain their competitive advantage. For these companies, acquisitions and partnerships within and between
other businesses have become increasingly important vehicles for adjusting to the changing landscape,
particularly during the years of telecommunications euphoria (Capron & Mitchell, 1998). This euphoria was
triggered by the widespread adoption of the Internet in 1995 coupled with the prior liberalization of
telecommunications markets in the European Union (Fransman, 2004). Many European telecommunications
companies collaborated with and acquired competitors, content providers, media companies and computer
companies for strategic reasons such as to gain access to new capabilities, to expand markets, to compete with
new companies or to position themselves for future markets (Chan-Olmsted & Jamison, 2001; Jamison, 1998).
During this expansion period, companies, stakeholders and the stock exchange over-estimated the value of the
acquisitions. However, the period of euphoria ended in 2000 (Fransman, 2004). By 2001 many
telecommunications companies in the European Union had accumulated huge debts due to over-investment
in Third Generation (3G) mobile networks and expansion. As a consequence, proﬁtability and market value
suffered, in particular for companies that were the ‘winners’ in the 3G auctions in the UK and Germany
(Kalba, 2002). Through cost-cutting, refocusing and restructuring, these ﬁrms have tried to streamline their
businesses in order to restore their value and to improve their competitiveness. At the end of 2003, many
companies had their debts under control and they were proﬁtable again and were looking forward to the new
challenges facing them (Business Week, 2003; Fransman, 2004).
Considering these developments and events, the European telecommunications industry provides an
interesting insight into the processes by which companies change as they seek to acquire new capabilities,
develop new products, and position themselves for another competitive round or just try to survive.
Sustainable strengths have disappeared and new competitors have emerged to challenge incumbents, especially
the formerly state-owned telecommunications companies in the European Union.
The aim of this study is to provide insight into the historically state-owned companies’ strategy, structure,
ﬁnancial situation, and ownership that affected their strategic choices in the years before and after the turmoil.
In particular, it explores the different internal and external strategic choices made by three European, formerly
state-owned, telecommunications to position themselves in the dynamic environment and how they tried to
survive after the telecommunications euphoria. The following three companies were selected: British
Telecommunications, Royal KPN Telecom and Deutsche Telekom. Whilst operating in the same global
telecommunications market, these three European companies adopted different strategies. The companies
were tracked from 1999 until the end of 2003.
2. Background
Globalization, liberalization and technological innovation have provoked a growing number of studies in
the management literature explaining the strategic behaviour of ﬁrms in industries that are increasingly
volatile (Capron, Dussauge, & Mitchell, 1998; Chakravarthy, 1991, 1997; Eisenhardt & Martin, 2000; Hamel
& Prahalad, 1996; Kashlak & Joshi, 1994). In particular, studies based on the resource-based view of the ﬁrm
contribute signiﬁcantly to this research ﬁeld. These studies generally emphasize that ﬁrms need to obtain,
integrate, and reconﬁgure resources in order to adjust to the new environment because existing competitive
strengths erode and new sources of competitive advantage arise. Companies need new capabilities and
resources to sustain their competitive advantages and to survive in the long run. They have to make choices:
they can choose to develop the needed capabilities internally or acquire these capabilities and resources
externally. The choice between internal developments versus acquisitions depends on how they enable ﬁrms to
further develop the desired capabilities in a timely and cost effective way. Internal development is a viable
strategy as long as ﬁrms fulﬁl some requirements. Firms need to be able to identify and locate resources and
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capabilities internally even when they lack the competence to build them in house. However, internal
capability development tends to be slow (Capron & Mitchell, 2004). The presence of internal reconﬁguration
mechanisms inﬂuences the success of internal capability development. Firms that do have successful
reconﬁguration mechanisms are able to make resources and capabilities available and redeploy them to new
projects within the organization. A recent study by Chandy and Tellis (2000) showed that in high-tech
industries incumbent ﬁrms are slightly more likely to introduce radical innovations than non-incumbent ﬁrms.
Hence, incumbent ﬁrms seem willing to cannibalize their own past investments to introduce new innovations
and products. To avoid internal inertia, ﬁrms may decide to set up new, peripheral organizational units to
develop new capabilities outside their core organizations. This enables a ﬁrm to establish a structure that is
needed to develop the new resources and capabilities (Volberda, Baden-Fuller, & Van den Bosch, 2001).
Due to the competitive environment, a company’s effort to create new capabilities, products, and new
businesses or to adapt to existing businesses and emerging markets through internal growth can be a risky
strategy. Companies may lack the time, knowledge and capabilities needed to create the necessary internal
growth. Furthermore, as demonstrated by previous research on international expansion, foreign markets can
be difﬁcult to penetrate because of the lack of an existing market presence and a shortage of information on
customers’ needs, local operating conditions and government regulations (Chang & Rosenzweig, 2001).
Acquisitions and partnerships can help the ﬁrm to cope with these insufﬁciencies and restrictions. These
external modes provide opportunities for ﬁrms to get access to and develop a range of new capabilities that
they need to further develop both core capabilities and complementary activities. Moreover, this can increase
the legitimacy of companies in the new businesses in promising industries and foreign markets. Cooperative
strategies are particularly suited to monitoring new opportunities and new markets at a relatively low cost
(Duysters & Hagedoorn, 1999). The strategy of entering into vertical and/or horizontal alliance relationships
is often the only viable strategy for start-up ﬁrms or diversifying entrants seeking to enter an emerging
industry (Chacko & Mitchell, 1998).
Several external modes are available to enable a ﬁrm to adapt to the new requirements. The management
literature shows that alliances, joint ventures, mergers and acquisitions, if properly managed, contribute to the
improvement of a company’s long-term performance (Chakrabarti, Hauschildt, & Sueverkruep, 1994; Hitt,
Hoskisson, Johnson, & Moesel, 1996; Williamson, 1996). This is particularly true if these forms are applied to
increase innovative capabilities and build a substantially enlarged user base for new activities and new
businesses. Partnerships are common when a ﬁrm needs to make moderate changes. It is generally believed
that most alliances have a relatively short-term focus, whereas joint ventures have a more long-term ambition.
Acquisitions provide a ‘viable vehicle’ when the ﬁrm needs to make extensive changes. Acquisitions give ﬁrms
immediate access to markets and needed capabilities, including resources, technologies, and future streams of
innovation, and they may build the needed market credibility (Gaughan, 1991). Acquisitions, therefore, enable
ﬁrms to adapt rapidly to shifts in their environment and to survive in these changing conditions. The success of
an acquisition depends on the ﬁrm’s ability to develop organizational processes that facilitate the
incorporation of new capabilities from the external sources that have been acquired.
The current understanding of internal and external modes suggests, among other things, that a rational
strategy for incumbent companies in a dynamic environment would be to use all these ‘‘vehicles’’ to enter and
to expand within new product markets and new geographic markets. However, while using a range of internal
and external modes to improve their performance, companies also need to evaluate and reconsider their
existing activities and businesses. For companies operating in industries subject to substantial change due to
technological development, government interventions, new entrants, or changes in consumer preferences,
some of the existing capabilities and product–market combinations might no longer generate the expected and
necessary returns on investment. Incumbents can decide to divest activities and businesses that are
characterized by low attractiveness and use the available ﬁnancial resources to invest in new product–market
combinations that create or sustain the competitive advantages of ﬁrms.
Because limited information exists on the real opportunities of many new technologies during the stage of
business euphoria, it is possible that ﬁrms over-invest in product and geographic diversiﬁcation. Encouraged
by the need for growth and a positive stock market reaction, ﬁrms may actually diversify beyond what is
considered as the optimum (Roll, 1986; Shleiffer & Vishny, 1991). If ﬁrms have over-invested in diversiﬁcation
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market value will suffer (Hitt, Hoskisson, & Ireland, 1994; Hitt, Hoskisson, & Kim, 1997). Through
refocusing or restructuring by means of divestments, ﬁrms can streamline their businesses again and improve
their competitiveness, their proﬁtability and their market value (Markides, 1993). Divestments can also be
undertaken to ﬁnance some of the new activities in which the company intends to engage.
Hence, in a rapidly evolving industry, a ﬁrm is generally confronted with the fact that existing capabilities
are no longer sufﬁcient to deal with the new demands and requirements. It has a choice of developing or
acquiring the desired capabilities and resources. Internal development, particularly the establishment of a new
peripheral organizational unit, is the most viable option when the knowledge is not available in the market.
When the company lacks the time, knowledge or capabilities, external modes provide better opportunities to
adjust to new conditions. The choice for acquiring the desired capabilities and resources ranges from a non-
equity agreement—a cooperative alliance—to a joint venture, a minority acquisition, or even a full
acquisition. A ﬁrm can only adjust successfully to new conditions when it also reconsiders its existing activities
and businesses. Hence, start-ups, acquisitions, alliances, joint ventures, and divestments are all important
vehicles for a company to gain new competencies and value.
3. European telecommunications industry
In the past two decades, the European telecommunications industry has experienced a process of
major restructuring. The liberalization of European telecommunications markets and the privatization of
many historically state-owned telecommunications companies are probably the two most signiﬁcant changes
in the landscape (Cave & Williamson, 1996; Chan-Olmsted & Jamison, 2001). As a result, these developments
have created effective competition, stimulated market entry by newcomers and eliminated abuse of market
power of incumbents (Oh, 1996). In addition, technological developments have altered the types of
communications services available, the industry’s cost structure and the degree of substitutability and
complementarily of services and products. The previously distinct industries of telecommunications,
information, media, entertainment and consumer electronics have converged due to technological innovation.
Furthermore, customers are beginning to demand more telecommunications, information and media services
in the form of one-stop-shopping (Graack, 1996). Due to changing demand, companies have become
more attractive to customers and businesses when they are able to deliver a critical mass of connected
customers and content providers (Chacko & Mitchell, 1998). As a consequence, traditional European
telecommunications incumbents, which were historically state-owned companies, have been forced to provide
products that match or even mix products from the traditional telephone, mass media (print, broadcast
and cable), customer electronics and computing industries. To address the customers’ needs and to sustain
their competitive advantages, incumbent telecommunications companies started to collaborate with partners
and to acquire competitors, content providers, media companies and computer companies for strategic
reasons.
In the 1980s, European telecommunications companies had already looked for international partners to
adapt to the coming fundamental changes. The companies were preparing for competition but still were
monopolists in their home markets, except for the UK market. The formation of alliances was the ﬁrst step
towards the transition of the companies to compete at a national and international level in the
telecommunications market (Marrewijk, 2004). At the beginning of the 1990s, alliances were formed to
develop high-quality networks for multinational corporations. These multinational corporations demanded a
one-stop-shopping service. Telecommunications companies tried to meet the demand of the multinational
corporations by establishing alliances such as Unisource, Global One, and Concert. However, at the end of the
1990s these three alliances ended in crisis and eventually collapsed. After this collapse, the former partners had
to redesign their international strategy (Cairo, 2006).
During the telecommunications euphoria period, these companies were involved in many more partnerships
and acquired many other companies to gain access to new capabilities and resources, to expand markets, and
to defend their home markets (Bonardi, 2004; Chan-Olmsted & Jamison, 2001; Jamison, 1998). Furthermore,
in this period, the 3G of mobile communications systems was presented as a vision of ultimate convergence in
Europe. This 3G system was built on the Universal Mobile Telecommunications Systems (UMTS) platform.
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infrastructure networks. Although it was unclear which new applications would trigger the market, whether
corporate or general users would be the initial adopters of 3G, and what would be the price, or the technical
possibilities, companies were rapidly building their 3G businesses, afraid of losing competition in the emerging
market (Economist.com, 2002). Companies were eager to acquire the limited number of UMTS licenses for
the markets in the European Union. The European Commission required all member governments to issue 3G
licenses within a short time frame. The ﬁrst 3G auction was launched in March 2000 in the UK. The ﬁve
winners of the auction collectively paid over $35 billion just for the right to build 3G wireless networks in the
UK. Another major auction was held in Germany. Six licenses were issued at extremely high prices for a
collective draw of $46 billion. Remarkably, the telecommunications company Hutchison, which was bidding
together with KPN (principal owner of German incumbent E-plus), dropped out of the German auction in the
last round, effectively forcing KPN to double its investment. This was the ﬁrst signal of the over-estimated
value of the 3G businesses in Europe. Companies like BT, Deutsche Telekom, Telefonica, France Telecom,
KPN and Vodafone emerged as the winners of the 3G spectrum licenses (Kalba, 2002). Due to the high prices
paid for licenses and companies, stakeholders and the stock exchange over-estimated the value of the
acquisitions and 3G businesses, many European telecommunications companies over-invested and
accumulated huge debts in the telecommunication euphoria period. Consequently, the companies’ proﬁtability
and market value suffered (Fransman, 2004; Kalba, 2002). The companies’ stocks dropped dramatically after
the German auction, particular once the credit rating agencies had calculated the impact of their respective
debt structure and interest rates on the competitive position of European telecommunications companies.
Through refocusing or restructuring, these companies have tried to streamline their businesses in order to
restore their value and to improve their competitiveness. They started to divest their non-core activities, laid
off many employees, and chief executives were steadily entrenched (The Economist, 2002; Wieland, 2003). At
the end of 2003, many European telecommunications companies had their debt burden under control and
were proﬁtable again (Business Week, 2003).
As mentioned above, the deregulation of the telecommunications industry in the European Union has had a
huge impact on the incumbents. In the early 1990s, European governments introduced new laws that regulated
the opening of the telecommunications market and ended the incumbents’ monopoly. As a consequence, each
government faced the difﬁcult task of fundamentally changing the position of the monopolist and opening up
the domestic market for new and foreign competitors. However, each of the European countries used a
different pace of liberalization, deregulation, and privatization (Graack, 1996). For instance, the privatization
of the state-owned company in the UK, The Netherlands and Germany started in 1984, 1994 and 1996,
respectively. These underlying varying conditions may have affected the companies’ strategy in dealing with
the changing environment. Studies in telecommunications markets tend to conﬁrm that former monopolies try
to impede entry of competitors into their home market, especially using defensive political strategies, while
expanding abroad to proﬁt from opportunities created by deregulation (e.g. Bonardi, 1999). Formerly state-
owned companies, such as Deutsche Telekom, could be sure that their government would stand behind them.
It was inconceivable that the company would be allowed to fail, although it had to solve its debt problem (The
Economist, 2002). Additionally, the formerly state-owned company in the Netherlands received indirect
ﬁnancial support from its government in 2001. Instead of selling its stake in the company, as promised, the
government decided to buy shares in for h1.715 billion before the start of a public offering of new shares with a
total value of h5 billion to reduce the company’s debts. The government’s argument was that it was protecting
its stake in the company (Ministery of Finance, 2003). Hence, liberalization, privatization, technological
developments, 3G auctions, and the end of the euphoria created strategic challenges, new business
opportunities, and ﬁnancial problems for the traditional, formerly state-owned European telecommunications
companies.
4. Three European formerly state-owned telecommunications companies
To provide some insight into the speciﬁc strategic reactions of formerly state-owned telecommunications
companies in Europe to recent developments in the telecommunications industry, three leading traditional
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Royal Dutch KPN, and Deutsche Telekom.
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To understand the strategic choices of these companies, it is important to gain insights into the organization
structure of the companies, their activities, and businesses. In what follows, speciﬁc attention is paid to
their internal and external strategic sourcing activities to deal with the changing environment, and the
strategic actions companies chose to survive after the turmoil. The focus is on market strategies, because many
non-market and defensive political strategies are often informal and not visible (Bonardi, 1999, 2004). In order
to investigate the internal and external activities of these three historically state-owned European
telecommunications companies, a data set was constructed with information on their start-ups, alliances,
joint ventures, acquisitions, and divestments during the period 1999 and 2003. This dataset mainly contains
information published by BT, KPN, and Deutsche Telekom, particularly annual reports, press releases, and
information from additional sources such as Worldscope, newspapers and specialized journals which reported
on business events. In total, information was collected on 377 strategic actions in the period under
investigation.
4.1. British Telecommunications Plc.
British Telecommunications Plc. (BT) is the oldest fully privatized telecommunications company in Europe.
The passage of the 1984 Telecommunication Act made the privatization of BT possible. This was followed by
the decision of the government to split the state-owned information and telecommunications monopolist up
into two companies: Royal Mail and British Telecommunications. At the same time, the British government
decided to allow Mercury, the subsidiary of Cable and Wireless in Britain to offer competing long distance
telecommunications services in the UK. This duopoly ofﬁcially ended in 1991, when all telecommunications
services were opened to competition, except for international facilities-based services which were liberalized in
1996 (Bonardi, 1999). Alongside BT and Mercury, six other companies were offering telephony within the
UK. Consequently, BT was forced to compete with domestic and foreign telecommunications companies to
maintain its market position. Due to increasing competition, BT began to focus on international expansion to
improve its competitive advantage. However, at that time BT could not expand into the European markets
because these were monopolized and government owned. Due to the fact that these European markets were
closed, BT focused immediately on the more liberalized telecommunications market in the US (Li & Whalley,
2002). It took at least a decade before the other European markets were liberalized and became a realistic
alternative for BT’s international strategy.
In order to deal with technological development and increased competition, BT organized its main activities
into various self-contained business units. These business units were BT Retail, BT Wholesale, Yell, BT
wireless, BT Ignite and BT Openworld. Its telecommunications activities can be classiﬁed into two categories:
traditional businesses and new technology businesses. The traditional core businesses were ﬁxed line networks,
network service provider and directories and their related products. BT Retail concentrated on the ﬁxed line
networks. The unit’s main activity was to enable telecommunications trafﬁc over the ﬁxed line networks,
which included ISDN channels, Internet access, and national and international trafﬁc. BT Retail was not
responsible for the network services. These services were organized in another business unit, BT Wholesale.
This business unit was responsible for providing network services to other telecommunications companies,
service providers and network operators. BT Wholesale strategy also focused on expanding its customer base
and its services, using broadband networks and other technological improvements. Another traditional core
business BT-advertising directories and associated products-was organized through its Yell Group. It
connected buyers and sellers through a portfolio of advertising solutions. These services included printed
telephone and Internet directories aimed at providing business to consumer and business-to-business products.
In order to reduce its debts, BT sold the Yell Group in 2001 to a newly formed company jointly owned by
Apex Partners & Co. Ventures Limited and Hicks, Muse, Tate & Furst.
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Internet Portals. The mobile telecommunications services contained the largest part of the new technology
businesses. Mobile telecommunications services were organized by the business unit BT Wireless. It provided
all mobile services such as analogue/digital mobile services, cordless telephony, trunking and paging services
mainly in the UK, Ireland, the Netherlands and Germany. BT Wireless also focused on integrating services
provided by content and application providers. However, in November 2001, BT decided to separate
traditional from mobile activities. This included BT owned or operated networks in UK and other countries
including in Ireland and Germany. The mobile operator MMO2 became an independent wholly owned ﬁrm.
This was to reduce the burden of debt, much of which was caused by the purchasing of 3G licenses and
ﬁnancing expansions. Even after the successful spin-off of MMO2, BT still continued in the mobile market,
but under speciﬁc conditions. BT and MMO2 agreed on that BT was not allowed to offer mobile products and
services to the consumer market in the UK solely under the BT name before March 2003. However, BT was
still allowed to offer mobile products and services under the BT brand if co-branded with other mobile
network operators. Furthermore, BT also agreed to exclusively promote the mobile products and services of
MMO2 to the business market in the UK until the end of 2004. All these activities were organized under the
umbrella of BT Mobile in the business unit BT Retail. Hence, BT mobile started to resell mobile services
supplied by other mobile operators and no longer owns a mobile network.
Other new technology business units increased in importance in BT’s new strategic focus. The IP/Data
solutions were organized by the BT’s Ignite business unit. It provided services for customer solutions,
application service packages, web-hosting, and data transport for the business market. This business unit
focused not only on the UK but also on other European markets. Through its ﬁbre network in Europe, it
could readily offer these services in other European telecommunications markets. BT also used its existing
network to provide internet services. Its activities in the ﬁeld of ISPs and Internet Portals were organized by
the business unit BT Openworld. This business unit provided Internet access through different providers,
including broadband access, and maintained Internet Portals for consumers and small and medium sized
businesses.
4.2. Royal KPN Telecom NV
The Netherlands also started down the reform road relatively early with the partial privatization of the
state-owned company Royal PTT Netherlands NV in 1994. At that time, the Royal PTT Netherlands NV was
a state-owned monopolist active in a number of different ﬁelds such as postal services, telecommunications
services and cable TV operations. Around 1998, following the liberalization of the telecommunications market
in the Netherlands, the Royal PTT Netherlands NV was separated into Royal PTT Post BV, for its postal
services, and Royal PTT Telecom BV (Royal KPN Telecom) for all communications services. At the same
time, the Dutch government decided to reduce its stake in KPN even further. Its ownership in KPN reduced
from 34.7% to 19.3% in the period from 1998 to 2004.
In order to deal with the split of the organization and the changing environment, KPN started to organize
itself into four core ﬁelds of operation: ﬁxed line network services, mobile communications, IP/data services,
and Internet, customer relationship management and media services (ICM). KPN’s ambition was to become a
large player in all the four ﬁelds in Europe. However, after the telecommunications euphoria, KPN was forced
to redeﬁne its objectives. Its new strategy was to become a large player in selected geographic markets,
particularly the German and the Benelux telecommunications markets (Van der Hoeven, 2001). The
traditional core business of KPN was organized through its ﬁxed line network services. It consisted of ﬁxed
line telephone services, carrier services and international network services for both the business and the private
market segments. The ﬁxed line telephone services provided access to the analogue and digital networks, while
the carrier services provided network access to other telecommunications services in the Netherlands. The
international network services concentrated on telecommunications trafﬁc. Due to technological develop-
ments and changing demands, this business unit also started to provide broadband facilities on its ﬁxed line
network in the form of ASDL and ISDN services.
The second largest business unit was KPN Mobile. It focused on all activities related to mobile
communications. To create sustainable competitive advantage, KPN Mobile partially or fully acquired several
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communications such as the mobile Internet. However, KPN did not have the capabilities and resources to
develop these services internally. The Japanese telecommunications company NTT DoCoMo had successfully
introduced its mobile Internet technology i-mode in Japan and wanted to introduce its Internet technology in
Europe. KPN engaged in a partnership with the Japanese NTT DoCoMo in order to introduce mobile
Internet service in Europe. The Japanese company gave KPN a capital injection to launch i-mode in Europe.
Another important partnership for KPN was its joint venture with the American Qwest Company
established in 1999. The joint venture KPNQwest provided IP/data services for the pan-European business
markets with connections to North America. The main activities were data services, such as the provision of
digital and analogue data networks, private network services such as local area networks and wide area
networks, enterprise solutions such as executive resource planning applications, and a mix of these services.
It also provided broadband facilities in Europe. However, in 2002, KPNQwest went bankrupt. KPN bought
the ﬁbreglass network of KPNQwest in the Benelux and Germany after the bankruptcy of the joint venture to
continue to provide data-centric services based on Internet Protocol. The ﬁbre-optic network allowed KPN,
for instance, to provide for instance web-hosting, application sharing and telehousing services.
The fourth business unit focused its activities on Internet, customer relationship management and media
services (ICM). This business unit was designated KPN Telecommerce. It provided activities such as call
centre services for telephone and email, e-commerce facilities, telephone guides, Internet Service Providers and
content through Internet Portals. This business unit was a mixture of traditional activities and new activities of
which the focus gradually moved towards the latter.
4.3. Deutsche Telekom AG
In 1989 the state-owned monopolist Deutsche Bundespost, was split into three different companies,
Deutsche Telekom AG, Deutsche Post AG and Deutsche Postbank AG. Based on the Posts and
Telecommunications Reorganization Act, the second postal reform went into effect in Germany at the
beginning of 1995. Consequently, the three companies were transformed into joint stock companies. In 1996
private shareholders still owned only 26% of Deutsche Telekom. The German government reduced its stake
further from about 60% to 43% in the period 1998–2004 to placate US regulators for the acquisitions of the
US-based wireless companies VoiceStream Wireless and Powertel.
Deutsche Telekom became a global player by the mid 1990s. It was Europe’s largest telecommunications
company and in terms of revenues it belonged to the world’s top three. Through international subsidiaries,
Deutsche Telekom was an active player in strategic telecommunications markets and in Eastern Europe. As a
result, the company could position itself as a ‘European hub’ at the interface between East and West. In recent
years, Deutsche Telekom has undergone a transformation to deal with the changing environment. It pursued a
dual strategy: reorganizing its internal structure and strengthening its national position, while expanding into
the international markets and improving its international competitiveness. After the internal reorganization,
Deutsche Telekom organized itself into four core ﬁelds of operations: network access services, consumer
Internet services, data/IP/Systems solutions, and mobile telecommunications services.
The company organized its network access services businesses into two business units: T-Com and T-DSL.
Traditional ﬁxed line telecommunications activities were organized by the business units T-Com. This business
unit was responsible for the entire basic infrastructure in the ﬁxed-network ﬁeld—the traditional backbone of
the company and the major part of the cable network in Germany. In the past, Deutsche Telekom had built
one of the largest networks in Europe. Through its extensive ﬁbre network, it was also able to offer new
broadband services in targeted markets. The cable network could be easily upgraded to become a universal
broadband access solution. Given the company’s dominant position in network infrastructure, the EU
competition commission demanded that Deutsche Telekom sell its cable activities to foster competition. In
2000, the process of selling off the network made progress through the sale of minority stakes in three cable
companies. One year later, Deutsche Telekom announced its intention to sell the remaining six cable
companies to Liberty Media. However, the German regulatory authority blocked that sale. In 2003, the
company sold the six cable companies to a group of US investors. The business unit T-DSL offered the other
part of the network access services. This business unit offered the broadband services (Hoover’s Company,
ARTICLE IN PRESS
H.L. van Kranenburg, J. Hagedoorn / Telecommunications Policy 32 (2008) 116–130 1232006). Another new business that was closely related to the broadband services was consumer Internet
services. These services were brought together under the name T-Online. This business unit also served private
customers along with small companies with Internet services. However, the business unit T-systems served the
medium sized companies and multinational enterprises. It provided the full range of Data, IP and Systems
solutions from one single source. Because of the convergence between the telecommunications and
information technology markets, T-systems also provided a full package of integrated services including
consulting activities to providing the actual solutions needed.
Wireless activities were organized by the strategic business unit T-Mobile. This business unit operated in
various countries around the world, although the European markets were initially the most favourable.
Through international expansion and primarily proﬁling itself as a highly innovative company, T-Mobile
increased its customer base and offered fully integrated mobile services. Its focus was mainly on the rapid
implementation of GPRS and UMTS services to create sustainable competitive advantage in this fast growing
market segment.
5. An analysis of internal and external modes
As mentioned in the above, a data set was constructed on the internal and external sourcing activities of
these three formerly European state-owned telecommunications companies. The period under investigation
began in January 1999 and ended in December 2003. Table 1 presents an overview of these activities. It shows
that BT was involved in 154 (41%) of the total number of 377 activities, Deutsche Telekom counts for 126
activities (33%), and KPN had 97 of these internal and external sourcing activities (26%).
Table 1 also presents the preferred internal and external sourcing vehicles of these companies. It shows that
the three telecommunications companies were involved in 168 alliances in the information and
communications industries and in 30 joint ventures. Furthermore, in only 22 events of the total number of
sourcing activities was a share of less than 50% in another company acquired, while in 51 cases a majority
stake was acquired. It is interesting to see that the companies also set up 30 new, wholly owned subsidiaries in
the information and communications industries. However, they also divested 76 units.
Table 2 presents the geographical distribution of activities of the sample ﬁrms. Although the distribution is
not uniform among the companies, the majority of acquisitions took place in the European markets. Deutsche
Telekom and KPN concentrated their activities on the European market, which was respectively related to
about 40% and 41% of the activities. However, the biggest deal by Deutsche Telekom was the take-over of
two wireless companies VoiceStream and Powertel in the US (now known as T-Mobile USA) for around h60
billion. As a result of these acquisitions, Deutsche Telekom hold licenses reaching 90% of the population of
the US, including 24 of the top 25 US cities. The activities of BT were already more focused on the global
market, since 34% of its activities were located outside Europe. It is interesting to see that BT continued to
focus on foreign markets after the euphoria. After the turmoil, BT preferred the more ﬂexible external mode.
Non-equity alliances became more important as a sourcing mode for BT to acquire or develop needed
capabilities and to enter other markets. This development is in line with the refocusing strategy of the
company. BT wanted to become the provider of ﬁrst choice of communications services and solutions in the
UK and for multi-site organizations with European operations, achieving global reach through partnership
(BT, 2004).
As mentioned above, these companies divided their business activities into four strategic businesses: ﬁxed
line services, mobile communications, Internet business, and Data/IP services businesses. Table 1 also shows
the sourcing activities according to the four strategic businesses for each company. The category ‘Others’
contains non-core activities like training and stores. BT alone frequently used internal sourcing activities as
start-ups for new business and to develop the capabilities needed. BT was also the only company that set up
R&D laboratories in this period. Deutsche Telekom was most reluctant to undertake internal activities: the
few start-ups that were set up were in the ICM and Data/IP services businesses. However, all three companies
started to use more alliances to develop or acquire capabilities and resources. KPN initiated co-operation with
telecommunications manufacturing companies Lucent and Nokia and software producers Microsoft.
Deutsche Telekom and BT also started alliances with telecommunications manufacturers and software and
system producers to develop or acquire the needed capabilities, resources, and innovations.
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Overview of the number of internal and external modes in the main businesses conducted by British Telecom (BT), KPN and Deutsche Telekom between 1999 and 2003
Modes Year BT KPN Deutsche Telekom
Fixed line Mobile ICM Data/IP Others Fixed line Mobile ICM Data/IP Others Fixed line Mobile ICM Data/IP Others
Alliances 1999 5 2 3 1 1 5 1
2000 5 6 4 3 4 1 9 9 1
2001 2 1 4 2 1 1 1 9 1
2002 4 31 2 1 2 2 8
2003 1 22 1 2 1 9
JV 1999 1 2 1 1




Minority 1999 3 4 2 4 1 1




Majority 1999 2 3 1 2 1 5
2000 2 3 1 3 1 3 3 4
2001 1 1 1 3
2002 1 1 4 1
2003 1 2 1
Start-ups 1999 3 1 1 1 1
2000 2 2 2 1 3 1 1
2001 3 11
2002 1 1 1
2003 2 1
Divestments 1999 1 1
2000 1 1 1 1 9 2
2001 1 6 1 2 1 1 4 2 2 2 2 1 1 1
2002 1 3 3 3 5 2 2 3 1








































































5During the euphoria, the majority of external modes, particularly acquisitions, were concentrated in mobile
communications and ICM activities. After the euphoria, Deutsche Telekom and BT started to focus more on
Data/IP services business. Non-equity alliances became the most common vehicle for sourcing. Joint Ventures
were only used during the euphoria period. After that, companies preferred the more ﬂexible and less
expensive external sourcing modes to acquire or develop the desired capabilities. Companies also started to
use alliances to outsource part of their non-core business activities such as logistics activities. The core
business of BT became ﬁxed lines and Data/IP services businesses, while Deutsche Telecom still focused on
mobile telecommunications activities and also on Data/IP services businesses. Even in the most difﬁcult time,
Deutsche Telekom moved into the US mobile market in 2001 with the acquisitions of the mobile operators
VoiceStream and Powertel. Consequently, the debt burden of the company increased dramatically. However,
as mentioned before, Deutsche Telecom started to divest its cable activities. Furthermore, it sold its stake in
Global One to its partner France Telekom, and divested part of its real estate holdings. Deutsche Telekom
also planned to divest its phone directory unit (DeTeMedien) in 2002, but reversed that decision a year later
after making progress at reducing its debt burden (Hoover’s Company, 2006).
In this period, BT de-merged its mobile telecommunications business, MMO2, and sold its international
directories business, Yell. Furthermore, BT also sold its stakes in Airtel Moviles of Spain, in the Japanese
companies Japan Telecom Co.Ltd and J-Phone Communications Ltd, as well as its stake in Malaysian
telecom concern Maxis Communications Bhd and France’s Cegetel. In 2002, it dismantled Concert, the joint
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Table 2
Overview of the number of internal and external modes in the different geographical markets conducted by British Telecom (BT), KPN
and Deutsche Telekom between 1999 and 2003
Year BT KPN Deutsche Telekom
Domestic Europe Global Domestic Europe Global Domestic Europe Global
Alliances 1999 1 1 5 2 1 6 2
2000 3 1 7 4 6 1 8 9 3
2001 1 2 1 5 12 1
2002 19 3 15 3 7 1 2
2003 19 3 2 1 1 5 4 1
JV 1999 1 2 2




Minority 1999 2 5 1 1 2 4




Majority 1999 1 2 3 2 1 5
2000 5 2 3 1 9
2001 2 1 3
2002 1 1 3 1 1
2003 1 1 1 1
Start-ups 1999 3 1 2 1




Divestments 1999 1 1
2000 3 1 8 3
2001 4 1 6 4 5 2 4 1
2002 3 1 9 5 1 2 2
2003 2 3 1 2 1
H.L. van Kranenburg, J. Hagedoorn / Telecommunications Policy 32 (2008) 116–130 126venture with AT&T that combined most of the companies’ international operations. BT also sold part of its
non-core activities such as its printing operation, human resource outsourcing business, and real estates. In the
same period, BT invested in new capabilities and resources as well as entering mainly ICM and Data/IP
markets to strengthen its core businesses in order to provide new services and products in traditional areas,
global network services, broadband Internet services and bespoke solutions in telecommunications and
information technology. For instance, it acquired the network service company Infonet for almost $1 billion
to help BT to drive more international contracts.
KPN did not change its strategy with respect to the four strategic businesses. Due to its huge debt and the
bankruptcy of the pan-European data communications network joint venture KPN Qwest, KPN was forced
to adjust its strategy to become a main European telecommunications company. KPN sold many of its
international holdings, including its stakes in US-based Infonet, Ireland’s Eircom, the Czech phone company
Cesky telecom, Hungarian mobile operator Pannon GSM, KPN Belgium, and Planet Internet Belgium. KPN
also divested its non-core businesses and real estate such as the Primafoon stores and phone repair activities At
the same time, KPN strengthened its position on the German mobile market by acquiring the stake of its
partner in the mobile operator E-plus to become the full owner in 2002. KPN started to concentrate its
activities mainly in the Benelux region and Germany. It decided to become a major telecommunications
company in these markets.
6. Conclusions
During the telecommunications euphoria, European telecommunications companies had more or less
similar market interests. They had an incentive to partner with other ﬁrms or to make early investments in an
attempt to achieve a large user base. In addition, these investments allowed ﬁrms to obtain the capabilities and
resources, to develop new products and to obtain the market presence they needed to compete effectively in
the fast changing industry. In most cases, this led to improvements in the performance and market value of the
ﬁrms. Acquisitions and partnerships were a fact of daily life in the European telecommunications industry.
Companies particularly preferred the acquisition mode for entering foreign markets. In the rapidly changing
telecommunications industry where time is an important factor, companies were inclined to improve
innovative capabilities and to enlarge their user base through the acquisitions of foreign companies in related
industries. After the euphoria, these companies were more restrained due to their debt burden and their
market value. They preferred the more ﬂexible and less expensive external mode of cooperative alliances to
acquire or develop desired capabilities.
This study demonstrates that formerly state-owned companies used different internal and external strategic
sourcing options to enter and expand into various product and geographical markets. Encouraged by the need
for growth and in order to receive a positive stock market reaction, ﬁrms invested excessively. At the end of
the telecommunications euphoria, several factors led to the need for companies to change their strategies. In
particular, once the credit rating agencies calculated the impact of the huge debts of European
telecommunications ﬁrms on their competitive position, investors turned against the industry. Due to huge
debts and the reactions of investors, the ﬁrms’ proﬁtability and market value deteriorated after the euphoria
period. Through refocusing or restructuring, these ﬁrms tried to streamline their businesses in order to
improve their competitiveness. Although there are some clear similarities in the strategies of these companies,
the evidence presented shows clear differences between them.
The formerly state-owned European companies discussed here reacted in different ways to these
developments, largely due to differences in government involvement. As a result of deregulation, competition
in the telecommunications markets rapidly increased. The companies were able to expand their services across
national borders, resulting in increased competition in formerly closed markets. These major telecommunica-
tions companies penetrated foreign markets, making the entire industry more and more international. The
UK-telecommunications market was the ﬁrst EU telecommunications market that was deregulated and BT
the ﬁrst national state-owned company to be fully privatized. As a result, BT was the ﬁrst company forced to
deal with (foreign) entrants in its domestic market. At the same time, BT started to internationalize in order to
improve its overall competitive position. It quickly metamorphosed into a globally operating company, with a
preference for ﬂexible non-equity alliances with partners. Since the government had fully retreated, BT was
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economic downturn following the end of the telecommunications euphoria forced BT to sell off activities, such
as its mobile business unit in order to restore its market value and to improve its competitiveness. However,
deregulation in the German market took quite a different form. Deutsche Telekom was still partly state-
owned, given the fact that 43% of all shares remained in government hands. It was inconceivable that the
German government would allow Deutsche Telekom to go bankrupt, or the restructuring of Deutsche
Telekom to fail. Unlike BT, that was forced to sell off its mobile activities, Deutsche Telekom managed to
even extend them as a result of opportunities created by the German government. The substantial government
involvement resulted in strategic choices other than would have been the case had Deutsche Telekom been
fully liberalized. Less pressing demands from shareholders allowed Deutsche Telekom to expand rather than
retreat in a potentially proﬁtable market.
After the turmoil, the Dutch telecommunications company KPN received government support to reduce its
debts and to improve its competitiveness. KPN was still partly government owned and the company always
needed the approval of the government for an offering of equity. In 2001, KPN raised additional capital by
offering new shares with a value of h5 billion to reduce the company’s debt. Before the equity offering started,
the Dutch government already guaranteed to buy 34.3% of the new shares. Overall, this public offering turned
out to be one of the largest and most successful transactions in the telecommunications industry executed in
that year. The equity transaction had effectively rescued the company from its debt trap. Not having to worry
about its ﬁnancial situation any longer, KPN could fully focus on its new strategy.
Clearly, the ownership structure inﬂuenced the strategic choices made by the three ﬁrms analysed in this
exploratory study. More empirical research is needed to investigate the effects of the different stages of
deregulation of EU markets on companies’ opportunities, competitiveness, and overall strategies. It is to be
expected that fair competition can only be achieved if all companies operate in equally liberalized markets,
with broadly similar privatization trajectories.
Given the dynamic environment in which telecommunications companies operate, these exemplars can be
used more widely in the investigation of the complexity of telecommunications ﬁrms’ strategic choices.
Additional research could provide a better understanding of how such companies make strategic choices,
develop and introduce innovations, and change their product portfolios in the context of core activities in
rapidly changing environments (Chandy & Tellis, 2000). Companies not only decide which markets to supply
with which goods and services (market strategies), but also look for opportunities to inﬂuence the authorities
to their advantage (non-market strategies). A ﬁrm’s non-market strategies can take several forms, including
lobbying, litigation, collective action, etc. depending on the institutional environment in which the ﬁrm
operates and the kind of resources and capabilities that the ﬁrm can use to build competitive advantage
(Bonardi, 1999). Telecommunications companies have generally gone through such long periods of regulation
and relationship-building with government authorities that these relationships become a crucial part of their
activities. Further research could usefully focus on the interaction between the government and the market
and non-market strategies of companies in the telecommunications sector.
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